Bconomists com

Economic and Financial Consulting

January 31 2012

Ms. Katie Wood
Finance Administrator
Town of Eagar

PO Box 1300

Eagar, AZ 85925

Dear Ms. Wood:

Per the Town of Eagar's request, we have revised our analysis of the Town’s water and wastewater
utility's ability to fund proposed debt service from the Water Infrastructure Finance Authority of Arizona
(‘WIFA”). Our analysis is based on a series of assumptions we have discussed with you and other Town
staff and consultants, as well as modifications requested during our November and December 2011 and
January 2012 reviews The results of our analysis are contained in Exhibits 1-3 to this letter.

Please note that this report presents no assurance or guarantee that the forecast contained
herein will be consistent with actual results or performances. These represent forecasts based on a
series of assumptions about future behavior, and are not guarantees. ANY changes in assumptions or
actual events may result in significant revisions to the forecast and its conclusions. The cash flow
projections and debt service coverage calculations are not intended to present overall financial positions,
results of operations, and/or cash flows for the periods indicated, in conformity with guidelines for
presentation of a forecast established by the American Institute of Certified Public Accountants.

Analysis — Assumptions and Methodology

Subject to the caveats listed above, we completed a preliminary 10-year forecast of the Town’s water and
wastewater revenues and expenses. Our forecast was completed using the comprehensive water and
wastewater cost of service rate model we originally developed for the Town in 2006. The model
calculates revenues, operating expenses, capital outlays and debt service based on a series of
assumptions about volumes, growth and future conditions. A summary of the model's findings is
presented in Exhibit 1 attached to this letter.

The principal assumptions for this forecast include, but are not limited to, the following:

* Growth in accounts and volumes will be very limited in the next several years, and will slowly
begin to increase after FY 2014,
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* Most expenses are forecast to increase at the rate of approximately 3.0% per year.

* Certain CDBG, WIFA and Leseur funds included in the FY 2012 budget will not be available in

future years. Several expenses associated with these funding sources will also be reduced after
FY 2012,

* Debt service is based on schedules provided by Town staff.

* Debt service is itemized and separated into debt with repayments pledged from water and
wastewater rate revenue, and debt that is guaranteed by other sources of revenue. This
distinction is important in assessing the debt coverage calculation contained on Exhibit 1.
Further, debt reserve payments are also separated from principal and interest payments.

The most important assumption involves the assumption of approximately $350,000 in debt from WIFA to
fund the purchase of a well that the Town currently leases. The proposed debt service schedule is
included as Exhibit 2 attached to this letter. However, upon the assumption of this debt approximately
$36,000 in annual lease payments is expected to be eliminated by the Town.

Findings

The summary contained in Exhibit 2 presents an annual forecast of utility revenues, expenses and cash
flows. The summary reveals that the Town must implement a schedule of annual water and
wastewater rate adjustments in order to fund all operating expenses and debt service. The
proposed rate plan is presented in Exhibit 3.

This rate plan assumes that the Town will implement an approximate 2.7% rate adjustment effective
February 2012. This is the approximate calculated CPI rate, and is in compliance with the Town’s
ordinance. Further, Town staff and Council have requested a modification to the previous rate plan, in
that the FY 2013 rates are to be phased in during July 2012 and January 2013, instead of being
implemented as a whole in July 2013.

The rate plan requires additional adjustments in January of each year beyond 2013. The impact of the
rate plan on average users is also presented both in Exhibit 1 and Exhibit 3. The analysis reveals that
while the net revenues are lower under this scenario for FY 2013 due to the phase in of the rate plan,
revenues are still forecast to be sufficient to fund all operating and capital obligations.

Without the rate adjustments contained in this plan, the Town is not forecast to recover sufficient
revenues to fund all expenses over the next decade.
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Debt Coverage

The project team prepared an additional bonds coverage test as part of this analysis. The results of this
analysis are presented in Exhibit 1. The analysis reveals that if the Town implements the rate plan
contained in this analysis, it is forecast to be able to meet a bonds coverage requirement that exceeds
1.20 for each of the next ten years.

Thank you for this opportunity to provide assistance to the Town of Eagar. Please feel free to call me if
you have any questions.

Very Truly Yours,

Do U k;}uk\

Dan V. Jackson
Managing Director
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EXHIBIT 1
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EXHIBIT 3
TOWN OF EAGAR
PROPOSED RATE SCHEDULE
Effective Effective Effective Effective Effective Effective Effective
Current Feb-12 Jul-12 Jan-13 Jan-14 Jan-15 Jan-16 Jan-17
1 :
Minimum Charge
3/4" 3 891 § 9.15 § 943 $ 971 § 1049 § 1091 § 1135 § 11.69
1" 22.29 22.89 23.59 24.30 26.24 27.29 28.38 29.23
11/2" 44.57 45.77 47.18 48.58 52.47 54.57 56.75 58.45
2-4" 71.32 73.25 75.49 77.74 B83.96 87.32 90.81 93.54
Volume Charge
2,001 20,000 2.20 2.26 2.33 2.40 2.59 269 2.80 2.89
20,001 30,000 2.37 243 2.51 2.58 2.79 2,90 3.02 3.1
30,001 50,000 2,52 2.59 2.67 275 2.97 3.09 321 3.31
50,001 Above 2.87 2.95 3.04 3.13 3.38 3.52 3.66 3.77
2 a
Residential Mthly Chg 24,89 25.56 26.35 27.13 28.22 29.35 30.52 31.44
3 Residential Monthly Bills
10,000 S 51.40 § 5279 § 5441 § 56.03 $ 59.44 § 6181 § 6429 $ 66.22
1.39 1.62 1.62 341 2.38 247 1.93
2.7% 3.1% 3.0% 6.1% 4.0% 4.0% 3.0%
30,000 97.10 99.69 102.76 105.84 113.24 17.77 122.48 126.16
2.59 3.07 3.07 7.40 453 4.71 3.67
2.7% 3.1% 3.0% 7.0% 4.0% 4.0% 3.0%
50,000 147.50 151.49 156.13 160.78 172.60 179.50 186.68 192.28
3.99 4.64 4.64 11.82 6.90 7.18 5.60
2.7% 3.1% 3.0% 7.4% 4.0% 4.0% 3.0%




